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Abstract 
Worldwide discussion on the sustainability of social security systems is an extremely topical issue, especially since, in the current 
socio-economic conditions, these systems are undergoing a sever crisis. Romania’s current situation is characterized by a major 
transformation of economic structures, by decreasing demographics, by increase in participation rate of youth in higher education 
and most importantly by a high number of retirements and by migration. These aspects have generated a drastically decline of the 
labour force. In this picture, the increasing number of non-contributors within the active population represents a major social risk. 
The starting point of this research is represented by this true reality: in 1990, in Romania there were 8.1 million employees. In 
2010, there were 4.7 million employees. In the meantime, starting from 1990, emigration increased considerably, and nowadays 
in the European Union only, there are about 2.7 million Romanian people (Eurostat). The analysis underlines the effects of this 
evolution on social security system. 
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1. Introduction 
Romania’s social security system is based on employee’s contributions while the pension system is completely 
dependent on the number of contributors. Under these circumstances, it is obvious that decreasing demographics 
affects the sustainability of the entire social security system. When population falls considerably, especially 
economically active population, the effects on the social security system are major. Ageing of population and 
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pronounced migration have an impact on social security system funding because of the decline in the number of 
contributors. Working-age population (paying contributions to social security funds) declines because of migration, 
thus stressing the imbalance of the social security system and thus generating, for instance, significant tax growth. 
The decline in economically active workers (because of ageing and migration) represents the major problem of the 
sustainability of social security systems (Rubenstein, 2011). Romania is not the only country in this situation. A 
research carried out by the International Monetary Fund estimated that the ratio between pensioners and active 
population could halve in Europe by 2050, from four to two active workers for each pensioner. In 2006, a report 
drafted by the European Commission estimated that EU labour force would fall by 48 million people, that is by 
16%, between 2010 and 2050, while the number of elderly people would go up by 77%, that is by 58 million people. 
Current demographic structure of most OECD countries is characterized by relatively numerous cohorts, born after 
the end of WWII (1946-1964, baby-boom generation), ageing but still active population. 
2. Population Dynamic 1990 - 2010 
In the early 1990s, Romania’s active population pointed to a slightly upward evolution, culminating with 11.387 
million active workers, registered in 1992, being the highest level up to this day. After a period of two-year 
stagnation, the active population registered an accelerated decline and, in just a couple of years (1995 and 1996), it 
fell by almost 1.2 million active workers (National Statistic Institute, 2010). The rate of decline diminished starting 
from 1997, so that, in 2009, 9.12 million active workers were registered, as we can see in the figure 1. 
Fig. 1. The evolution of the active population in Romania 1990 - 2010. 
At the same time, employed population declined between 1990- 2010. However it should be noted that employed 
population isn’t the best indicator to characterize labour force. There isn’t always a direct connection between the 
volume of goods and services produced and employed population. However, taking into consideration the specificity 
of the Romanian social security system and especially of the Romanian pension system which functions a PAYG 
basis, the volume of employed population pays an essential role in ensuring its sustainability. Analyzing the volume 
of active population, a downward trend points out up to 2004, mainly because of the decline in number of 
employees, as a result of the economic downsizing and closing companies. After 2005, a slight increase of employed 
population is noted. In 2010, there were 8.59 million employed persons (figure 2). 
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Fig. 2. The evolution of employed population in Romania 1990 - 2010. 
In the PAYG system, employees, and not employed population, represent the contributors. The amounts paid by 
these contributors represent the social insurance fund used for paying for pension rights of the pensioners. In 1990, 
there were 8.1 million employees and in 2010, this number dropped to 4.19 millions (Ministry of Labor, Family and 
Social Protection) compared to about 10 million active workers, meaning that they were the only to have concluded 
pension insurances. Figure 3 reflects the evolution of employees in Romanian between 1990 and 2010. Starting from 
1990, the weight of employees in the total of employed population has declined constantly, reaching about 70% in 
2010, while the proportion of non-employees in agriculture has continued to grow, during the same period. These 
evolutions underline the decline in the number of social security system contributors.  
Fig. 3. The evolution of the employee in Romania 1990 - 2010. 
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Emigration was another phenomenon that determined a decline in the number of employees. Romania’s 
accession to the European Union, apart from having created new migration opportunities for the labour force, it 
destabilized even more the state social security insurance fund. Massive departures have diminished the volume of 
active population and thus, of contributors to the Romanian social security system. The number of departures from 
Romania has considerably increased, especially after 2000. This made 2007 the year in which Romania registered 
the largest number of emigrants, more than 500,000 people. Figure 4 underlines the evolution of Romanian 
emigrants between 1990 and 2010. 
Fig. 4. Dynamics of the migration phenomenon in Romania, 1990 - 2010. 
This development has led Romania to be the country currently providing most migrants in the European Union. 
According to Eurostat (2010), about 13 percent of the total population of Romania is abroad. But, unofficial sources 
state that the number of Romanian immigrants is even larger, exceeding 3 millions. With these figures, Romania is 
one of the most important migration providers for Europe. Furthermore, the majority of immigrants in Italy and 
Spain are Romanians. 
Unemployment plays a significant role in the configuration of social security expenses and implicitly that of 
deficits resulting from income/expenditure imbalance. The unemployed represent non-contributing population to the 
social security systems, being at the same social security recipients.  
Unemployment generally had an upward trend, thus diminishing the mass of contributors to the pension system. 
Given the fact that the pensions of current retirees are paid from the proceeds of the contributions of current 
employees, the unemployment factor is obviously one having an impact on the sustainability component of the 
pension system.  
The evolution of unemployment, between 1991 and 2010, is reflected in the figure 5 and indicates perhaps the 
most accurately, by the sinuous nature, the evolution of Romanian economy after 1990. It must be made clear that 
1990 is not included due to lack of data.  
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Fig. 5. The evolution of the unemployment in Romania 1990 – 2010. 
The existence of an important segment of pensioners in the total population has an impact on the State budget and 
mostly, on the sustainability of the social policies. Pensions represent the most important social protection 
arrangement for the elderly. Analyzing the dimensions of pension expenditure and the number of recipients, (almost 
five million people), the pension system also represents the most significant category of public expenditure. Thus 
resulting its crucial importance for the Romanian society. The number of registered pensioner permanently 
increased between 2001-2010. So, if in 2001 there were 4.5 million pensioners, in 2010 (September) this number 
increased by over 300 thousands, thus counting 4.7 million pensioners (Ministry of Labor, Family and Social 
Protection, 2010). These two situations describe at best the current situation in our country due to the way they 
complete one another when we speak about risk analysis induced by trends in population evolution. The obviously 
ascending evolution of number of pensioners between 1990 and 2010 may be observed in figure 6. 
Fig. 6. The evolution of the pensioners in Romania 1990 - 2010. 
This situation is much more alarming if we analyze the evolution of types of pensions between 2001 and 2010. 
Although the number of pensioners, as it results from the figure 6, had constantly increased, the number of persons 
entitled to a full old-age pension (that is those who meet the conditions of standard retirement age and full 
contribution period according to applicable law) dropped year by year. The number of pensioners has increased 
because of types of pensions other than old-age pensions: early retirement pensions, invalidity pensions and old-age 
pensions without full contribution. The evolution of these types of pensions, between 2001 and 2010, is pictured in 
figure 7. 
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Fig. 7. The evolution of the types of pensions granted between 2001 and 2010 (thousands of people). 
Between 2000 and 2001, the number of pensioners nearly equaled the number of employees. Since then, with 
little change, the trend has been upward for pensioners, and downward for employees. In fact, nowadays, a minority 
of employees support the Romanian economy, State budget, and population, as we can see in the figure 8. 
 
Fig. 8. The evolution of number of employees and pensioners in Romania between1990 – 2010. 
However, it is even worse when it comes to persons who retire without having fulfilled the condition of full 
contribution period and moreover, persons who still are in their working age, thus destabilizing the ratio between 
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the active population, i.e. the one aged 15 to 65, has been decreasing compared to the evolution of the population 
aged 65 and older.  
The link between employment and pension systems has a critical significance. On one hand, pension systems 
play their role in encouraging or sometimes discouraging employment. On the other hand, the changes in number of 
employed persons have a powerful impact on the financial balance of pension systems.  
3. Romanian Pension System 
Currently, in Romania operates, as basic formula, a public pension system, of a redistributive type, based on 
solidarity between generations, i.e. a PAYG type system. 
PAYG pension systems are based on the ”pay as you go” principle. It is a State social security system based on 
the principle of social solidarity, that is those who are earning an income financially support those who worked, with 
the promise that, in turn, they shall be supported by incomes earned by future generations. The “pay as you go” 
pension system is a system that works on the principle of intra-and intergenerational solidarity. 
Bismarck designed this system about 120 years ago. In fact, in the history of social security systems, this marks 
the crucial point of development, representing the first formal pension system in the world. Under the original 
scheme, devised by Bismarck, the system was financed from contributions, hence the name of social security. They 
were mandatory for employees for who they were created, whether qualified or not, young or old, male or female, 
regardless of their health. The principle of solidarity was manifested by contributions paid by employees on a 
regular basis to make bear the socio-economic difficulties, in our case this being determined by the depletion of our 
working life. Three social partners: workers, employers and the State had the role, rights and obligations in 
managing of the system as a whole. The resources mobilized by this method are dependent on the number of 
workers and contributors. Sustainability is related to the balance between the number of those who subscribe and the 
number of beneficiaries of such services. This makes such systems to encounter difficulties in times of low 
contributors rates, requiring intervention from the State budget in order not to increase too much the insurance 
premium.  
The PAYG system is an “un-funded” one, as it isn’t based on accumulation funds, in other words it’s not based 
on saving. This system was successful mainly in the past because it provided a high level of confidence and a 
reasonable retirement income, for reasonable contribution rates. When it first appeared, the system was profitable 
because life expectancy was low and almost coincided with retirement age. The system has expanded throughout 
Europe and it is working today, as well, but socio-economic changes produced in the last 120 years have made it not 
longer viable for our times.  
As life expectancy has increased, an imbalance occurred, the balance leaning in favor of retirees. Of course, the 
issue can be corrected by increasing the retirement age, but this cannot be done indefinitely. On the other hand, such 
a measure generates resistance to change in society, because people do not accept the idea of working for more and 
more years before they enjoy the right of retirement. The imbalance induced by this phenomenon in the PAYG 
system is doubled also by the reduction of the working population and the decrease in birth rates. Aging modifies 
the conditions for income redistribution, in general, and the balance of the PAYG type pension system. A decline in 
the working population influences the income of these systems which, in essence, are based on wage bills (total 
wages received by employees). An acceleration of retirement increases pension payments, so aging degrades the 
financial situation of the systems based on the PAYG principle. 
In Romania, the public pension system represents the most extensive sequence composing the social security 
system. It is also called 1st Pillar. In the public pension system all employees contribute plus any other contributors 
legally bound to pay the SSC (social security contributions). For 2010, the social security contribution rates were 
31.3% (for the special conditions of employment), 36.3% (for the particular conditions of employment) and 41.3% 
(for special conditions of employment). Out of which, the individual social security contribution rate is 10.5%, 
regardless of the working conditions.  
All contributors enjoy the right of retirement, but there isn’t a proportional relation between the amounts of 
contributions paid in a lifetime and the amount of the pension. All contributors accumulate a score according to the 
amounts paid, and the pension is calculated as the annual average score multiplied by the pension point value. This 
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is a very relative formula because the point value is determined politically and therefore subjected to the country’s 
political development, and to the economic and doctrinal orientation of those in power. This is one of the major 
flaws of the PAYG type public pension system currently operating in Romania. Currently, there are approximately 
4.7 million employees contributing to the public pension system, supporting about 5 million pensioners.  
In addition to this type of pensions, there is also a the pension system for farmers in Romania, different from the 
public system, not contributing, which is supported by State budget and which provides payment of pensions for 
about 760 thousand former farm workers. Then, there are the special pensions of former employees in the defense 
system who enjoyed a special contribution regime. There are also other types of pensions such as those of diplomats, 
judges, parliamentarians, etc. The latter enjoyed a special contribution scheme as well.  
Pension formulas applied in the post-socialist period hoping to solve growing unemployment (including early 
retirement) have increased the number of retirees. Thus, between 1990 and 2010 the number of retirees increased by 
approximately 80%. The pension system, based on the principle of social solidarity, specific to PAYG, is in deep 
imbalance today, because of the dependency ratio between the number of retirees and the number of employees, and 
its upward evolution registered between 1990 and 2010.  
A major challenge in terms of pension system reconfiguration is the introduction of a fully-funded 2nd Pillar. In 
2007 two pillars were introduced corresponding to the private pension system: the 2nd Pillar† and the 3rd Pillar ‡. 
The 2nd Pillar is binding on all persons up to the age of 35. The contribution is voluntary for those aged between 35 
and 45. The 2nd Pillar represents the pre-financed component of the first pillar, a part of social security 
contributions being directed towards the mandatory pension funds under private management. The contribution rate 
in the first year was 2% of gross earnings and will reach a maximum of 6% by the end of 2016. For 2011, the 
contribution rate related to private pension funds was 4.5% of the individual contribution . 
4. Conclusions 
After 1990, Romania’s population decreased by more than two million inhabitants. Under these circumstances, 
several conclusions can be immediately drawn.  
Thus, Romania deals with a mixture of causes that make social security system vulnerable, namely emigration, 
with a short-term impact, playing the most important role. Moreover, when the balance between income and 
expenditure within the State budget broke, at that point migration registered an ascending trend (2002 - 2003) and it 
got bigger and bigger in 2007 following Romania’s accession to the European Union.  
Besides migration, aging of population also affect the social security system. A diagnosis of the United Nations 
Fund for Population Activities (UNFPA, 2005) shows that the relation between the number of working Romanians, 
contributors to the public budget and to social security funds, and the number of social security recipients registers a 
continuous decline, because there are fewer new workers entering the labor market and more pensioners.  
Under these circumstances of the demographic evolution, the pension system, as part of the social security 
system, is the most vulnerable. 
Thirty or forty years ago, PAYG system was appropriate for Romania, taking into consideration the demographic 
dynamics and the large number of contributors compared to the number of recipients. Today, the social security in 
Romania is deeply destabilized by the major asymmetry between the number of employees – that is of contributors – 
and the number of pensioners. Therefore, new solutions are needed to consider a social security system, generally, 
and a pension system, particularly, to ensure an adequate balance with the current events: demographic aging, 
decline in employees, increase in pensioners, appearance of new categories of social security recipients because of 
black labor, with no benefits when that person is old enough to retire, etc.  
Therefore, controlling public pension expenditures by reflecting on schemes less sensitive of the above events, 
such as, for instance adopting a private social security system, seems to be one option. Although, for now, 
redirecting a percentage from the mandatory contributions to the private pension funds has a direct consequence on 
 
 
† Law 411/2004 on privately administered pension funds schemes, republished in the Official Journal, Part I no. 482 from 18/07/2007 
‡ Law 204/2006 on voluntary pension system schemes, published in the Official Journal, Part I no. 470 from 31/05/2006 
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the current retirement benefit plans, in addition to an increasing deficit of the PAYG system, on a long term, 
however the introduction of private pensions would reduce the dependency on the State pensions and could balance 
the Romanian pension system. 
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